O flice oft e hspector General

Kennett S. Apk 1
Com missione r of Socia ISe cunty

hspector General

Accounting for SociaISe curnty Bene fits by t e County ofLos Ange Is, CalMfomia

The attach ed finalre portpresents te resulbls ofour auditoft e adequacy oftie
County ofLos Ange Bs "procedures and contro I o\er Socia ISe curity be ne fits
receined and disbursements made on beh alFofchillren in its care
(A-09-96-51002) The obpctive was to detemine tte adequacy oftie controll
andwheterintrestearnedon tte chillren3 funds w as being paid to tie
chillirrn. We alodetmined te extentoftte County I complnce wit hws and
re gu ktions regarding dedicatd accounts for khrge payment of rtroacti\e

Supp Imenta ISe curity lhcom e bene fits and re troacti\e reim bursementforfostr
care costs.

You may wish to commenton any furth er action taken or contt mp ke d on our
recom mendations. Iyou ch oose o ofer conments, plase promMde ttem within
te next60 days. IFyou wish t discuss te finallreport, plase calime orh a\e
your staffcontact Pam e b J. Gardiner, Assistant Inspe ctor Ge ne raHor Audit, at
(410)9 65-9 700.

Dauvd C. Willhm s
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Accounting for SociaISe curnty Bene fits by t e County ofLos Ange Is, CalMfomia

This finallre portis one oft ree issued in response t a requestfrom te Social
Security Adm inistration (SSA)t attie Office oftte hspector General(O IG) re \ew
operatons ofte Divsion of Chillren and Fam i ¥ Se nices (DCFS), County of

Los Ange Is, Calfiomia. One reportaddressed whet er DCFS h ad adequat
procedures and receined sufficientinstructons from SSA to cany outits
responsibi Mies as representative payee (Rep Payee)' Anotier rport\erified t at
DCFS had identified and reported to SSA ttose chillieninits care whowere no
bngerentitld  Socia ISe curity.” This reportaddresses te adequacy ofDCFS ~
procedures and controll onerbenefits receined and disbursements made on beh aF
ofchillreninits care.

DCFShad impEmentd adequat procedures and control to accountfor receipts
and disbursements ofSociallSe curity benefits ;h owe\er, ch anges were needed t
compkwit Bws and regu htions. Arst tte County innestd and earned intrest
onchillrrnd funds wit outcrediting te intrestto tte chillren. The amountof
inerestearned t atshoull haxe been credited o tte chillren w as about
2,000 forthe 12-month period September 1996 t rough Augustl1997.
Second, DCFS receined reim bursement re troacti\e ¥ for fostr care costs w it out
complkingwit te requirmentas Rep Payee to obtain prior aut orization from
SSA. FHnal}, DCFS had notestab kh ed dedicatd accounts for ce rtain re troacti\e
payments.

b <“Review ofLos Ange Is County 3 Perfom ance as t e Reprsentative Payee for Tith lland Tith X\
Chillren in Fostr Car ”?(A-09 -9 6-62003)issued on Juk 9, 1997.

2 <auditoftie County ofLos Ange Is Review t Mentify and Reportto SSA PastDeficiencies for Tith Il
and Tith XM ChilBren in Fostr Car ”7(A-09 -9 6-61002)issued on August11, 199 7.
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BACKGROUND

h 1995, DCFS performed an inte mallrvew and reported probIms with it
procedures foride ntifying and reporting exents t atw oull aflectciiBlren 3 Social
Security benefits. Subsequentl, te Deputy Commissioner oftie former O flice
for Program s, Poky, Exallaton and Com m unications, in a memorandum datd
Apr 26, 1996, rrquestd t atO IG assess e County 3 re lbilty to actas a Rep
Payee for ¢ il beneficianes. This reportaddresses te adequacy oftie
accounting procedures t atafectt e County ¥ abilty to actas a Rep Payee.

The County ofLos Ange Is, witt oner9 millbn residents, h as a hrger popu htion
t an 42 Stats and an annua lbudgetofmor ttan 2 bilbn. DCFS is
responsib I forestab kh ing and m anaging a systm ofsen4ces to ensure t at
ciillren are safe from abuse, neglict, and exp bitation. One sen/4ce is t© prowvde
T mporary h ousing t rough its Fostr Care programn for ciilliren wh ose famiks are
unabll  promde asaf home envronment Through te program, chiliren are
phced wit indivMdua Hos®r parents orin pub k or prinat institutions. DCFS
reimburses te fostrparrnt and te institutons fortte costs ofte chillrend
care. DCFS prouvdes fostr care sen4ces to approxim at § 30,000 chiBren, about
1,200 ofwhom receine SociallSecunty benefits.

Chillren in fostr care may receine SocialSe curity bene fits under tw o programs.
O H-Age, Surnavors and Disabi ity lhsurance (OASD Dpayment are anailbbll ©
chillren ifa parentis retired, deceased, ordisabld. Supp EImentallSe curty
hcome (SSDis anaibkbl o ciiBrenwho are bbhhd ordisabld and haxe Iitd
fami¥ income and resources. hsome cases te ciillren are entithd under bot
programs sim u laneous ¥.

DCFSsenes as te Rep Payee fora illren in its care and is responsib l for using
te benefis inte chillren3 bestinterests. Th us, SociallSe cunity bene fits are
used to pay forfostr care provded to te chillren. As Rep Payee, DCFS is allo
responsib I for conse nmng or innesting any unspentfunds on beh alFoftie chillren
(20 Code of FederallRegu htions [CFR] section 404.2045(a)and 20 CFR section
416.645(a)). Any intrestearned on tiese benefits be bngs o te chillren
(Program O peratons ManuallSystm [FOMS], Part02, GN 00603.010A.1)

SocialSecurnty benefits are receined by t e County \a directdepositto a

com m e rciallbank accountw fhich is used on for SSA benefitpayments. DCFS
dow n bads inform ation e Bctronica % from t e bank inc Bding Socia ISe cunty

num ber, type ofbene fit(OASD Ior SSI), and am ountofpayment DCFS maintains
indimMdua Baccounts in an autom atd subsidiary Bdgerforeach oftie chiliren.

The Bdgeris tithd “Chill We Fare Trustledger Systm >’ (CW T). A Hbenefits and
expenditures made on beh alFofeach chill are recorded in tiese accounts. The
funds are autom atical} transfened into t e County ¥ GenerallFund forinnestment
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purposes. The Departmentoft e Auditor Contro B, a de partmentseparat and
distinct from DCFS, records receipts and disbursement offunds forth e General
Fund. The Departmentoft e Treasurer and Tax Co Bctor, anoti er separat and
distinctdepartment, h as custody oft e funds and makes aldisbursement.

The chillren 3 funds are disbursed for fostr care payment and to pay forspecial
needs ofte chillren. Fostr care promders submitwouchers © DCFS indicating
t atsenAces were promded o te chillren. The wouchers are sentto te
Departmentoft e Treasurer and Tax Colctorwhere tey are used as t e basis
formaking e fostrcare payments. Afertie foster care payment are made, a
com pute r tape containing data aboutt e payment is proMded to DCFS. The tape
iIs used o record e foster care payments to tte chillren3 accounts.

The case workers initiat request for payments forspeciallneeds ofte chillren.
The requests are processed t rough t e FHnance Divsion ofFDCFS w hich
dettmines te avaihbilty of funds before approvng te requests. Iiftie request
are appro\ed, tie paymentis recorded to tte chillren3 accounts and tie request
are sentto tte Departmentoft e Treasurer and Tax Co Bctor for payment

Periodical}, DCFS receines payment for re ttoactinve SSlbenefis. Typicaly, te
processing ofSSlapp kations requires sexeralmont s. This de by resulk in

re troacti\e benefits which SSA pays ina Bmp-sum togeterwit te cunment
benefits. During t e de Ry, DCFS pays forfostr care expenses forte chillren.
These costs become debts ofte chillren, making DCFS a creditor. SSA poky
pem it Rep Payees to be reimbursed forthese costs promMded t atpror

aut orization is obtained (FOMS, Part02, GN 00602.030B).

DCFS uses te payments for re troactine bene fits to pay fostr care costs fort e
currentperod and ten reim burses itse Ffortie costs offostercare paidwhill te
SSlapp kations were being processed. Reimbursements are accompkhed

autom atical} t rough te CWT.

During tt e course ofour audit t e RrrsonalResponsibi Mty and W ork O pportunity
Re concilhtion Actof1996 (Pubk Law 104-193)w as enactd. This Bgis ktion
amended t e SociallSecurity Act(Act o require specialh and g of hrge
payment of rtroactine benefits. Specifical}, te hw requires & atSSlpayments
which exceed six imes tte mont ¥ Federallbenefitratt p bs any Stat

supp Ime ntation be deposited in dedicatd accounts in a financia lins itution
(section 1631(a)oftie Act). The Actand impEmenting regu ktions Inittie use
oftese payments to a Btofexpenses re htd to te chillren 3 im paiment(s)
(20 CFR, section 416.640¢).
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SCOFE

Our auditw as conductd in accordance wit general} acceptd gonemment
auditing standards. The obpctine was t reefoll. Hrst we deeminedwheter
DCFS impEmentd adequat procedures and controll to accountfor Social
Security benefits receined and disbursements made on beh aFofchiBlreninit
care. Second,we dettmined iFDCFS credittd tte chillienwit inkerestearned
onteirunspentfunds. Third, we detemined t e extentofDCFS “com p lance
wit Bws and regu ktions regarding dedicat d accounts for khrge payment of
re troactine SSIbenefit and re troacti\e reim bursementfor fostr care cost.

We rexvew ed DCFS "ope rating procedures re khted 1 recording receipts and
disbursing funds forciillren in fostr care wh o receined Socia ISe cunty bene fits.
We tstd te procedures by tracing se\erallbene fitpayment from SSA 3 records
t te County 3 records forth e period January 1995 t rough June 1996. We allo
traced se Icted foster care and otterpayment t rough te County 3 disbursement
process fortie same period. We Eitd ourrevew ofintmallconttoll to t ose
necessary to assure ourse bles t atrceipts and disbursements were accurat ¥
recorded.

We conductd our auditduring t e perod August1996 t rough October1997.

We he B discussions witt officiall from e County 3 Departmentoft e Auditor
Conttollr, te Departmentoftie Treasurer and Tax Colctor, and DCFS. We allo
spoke with regionallISSA officiall in San FHancisco, Calfomia, and staffattie fic B
office in Pasadena, CaMomia. I additon, we obtained Bgallopinions from te
Office oft e Counse o t e Ihspector Generallconceming e paymentofintrest
onte chillren3 funds and te requirmentto estabkh dedicatd accounts for
hrge retroactine payments. Our cakubhtion ofintrestearnedon tte chillren3
funds was based on tte ending montt ¥ baknces fortte chilliren3 ttustfunds and
onactalinont Fintrstrats earned by t e County 3 GenerallFund forti e
period Septmber1996 t rough August1997.

RESULTSOFAUDIT

Ourrewvew dischbsed t atDCFS had impEImentd adequat procedures and
controll onerth e recording ofSociallSe curity payments receined and
disbursement made on beh aFofchillreninit care. H owe\er, we found t at
DCFS was notcompkingwit Bws and regu ktions re hted t© paying intreston
te chillren3 funds. I additon, DCFS did notobtain required aut orization
before receivng retroactive reim bursementas Rep Payee forfostr care costs.
Fnal}, DCFS h ad notestab kh ed dedicatd accounts for ce rtain re troacti\e
payments.
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htrestEamed on ChilBren 3 Funds

DCFS did notcreditte chillrnwit intrestt atwas earned on t eir Social
Security funds. DCFS officiall stated tey were unaw are ofimestment
requirrments. Nonetie Bss, tte County did innestand earn intereston tese
funds. Since tie funds bebnged to te chillren, tte interestallo be bnged
tem and shoull have been added to t eir accounts.

The County he B a significantam ountofmoney in trustfor ¢ i Bren receivng
SocialSecurity benefits. The mont ¥ baknce during tie period September 1996
t rough Augustl1997 axeraged approximat ¥ 1.6 milbn. During tis 12-m ont
period, we cakubhtd t att e amountofintrestearned on tese funds w as about
$2,000. We cakubtd tis amountby summing mont ¥ intrestbased on te
actualimont ¥ baknces and earned inerestrats reported by t e County.

Dedicattd Accounts

DCFS was nottme Fin estab khing dedicatd accounts for hrge re troacti\e
payment exceeding six imes tte mont ¥ SSVSociallSe curity paymentrat as
required by te Act ha Iterto SSA dattd October 23, 1997, DCFS official
stattd tey be BExed t att eir accounting system compkdwit te inentofte
new Hgis hton. The Bterreasoned t atte Bgis ktion w as directd tow ard
indivdua IRep Payees rat er tt an institutions. Itallo argued t atDCFS ~
accounting systm prouMded as much protction againstt e misuse offunds as
woull be provded undert e Bw by a financia lins titution.

Ak ough we found t attte conttoll onertie receiptand disbursementof
chillren3 funds were adequat, tte Actrquires t at bhrge payment subpctto
section 1631(a)oft e Actbe made to dedicatd accounts in a financia lins titution.
Allo, te Actdoes notexemptgovemmententites from tis requirement

As aresukofmisinerpretng t e Bw, DCFS used nom allcash processing
procedures for 15 payment receined during t e perod August22, 199 6, t rough
Septmber30, 1997. The 15 payment, totabhg $10,660, shoull h axe been
depositd into dedicated accounts.

Subsequentt our fic B work, DCFS re\ersed its position and opened a dedicatd
accountw it acommerciallbank. DCFS suppkd SSA wit te inform ation needed
o deposit hrge retroactine payment t© t ataccount DCFS allo agreed ©
depositinto t e dedicattd accountt e 15 payments which we identified during
ourfie Bwork. Therefore, we are notm ak ing a recom m e ndation conce ming t is
issue.
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Re troactine Reim bursem entfor Foster Care Costs

DCFS™met od ofrrceivng reim bursementas Rep Payee for prior fostr care costs
from payment of e troacti\e benefits did notcomp bk wit SSA poky. As
pre\sous ¥ described, DCFS autom atical® reim bursed itse Fre troactine F forfostr
care costs trough te CWTsystm. Howexer, DCFS did notobtain prior

aut orization from SSA forthe reimbursements as required.

CONCLUSDNS AND RECOMMENDATIO NS

DCFShad impEmentd adequat procedures and control to accountfor Sociall
Security payments receined and disbursements made on beh alFofchillren in it
care. f owexer, we notd tw o issues inno ing noncomplnce wit Bws and
regu hktions. Hrst DCFS did notcreditte chillernwit inkrestearned on teir
funds. Second, DCFS used SSlbenefits to reim burse itse Fretroact\e ¥ forfoser
care costs w it outobtaining prior approva Hrom SSA.

We rrcommend tt atSSA:

1. DirctDCFS to crditintrstearned (992,000 forthe 12-montt period ended
Augustl1997)on chillren 3 SocialSecunty benefits o tt ose chillirn3
accounts.

2. DirctDCFSstocompbkwit te poky requirrmentfor Rep Payees to obtain
aut orization from SSA before receivng retroactine reim bursementforfostr
care costs.

AGENCY COMMENTS

SSA agreed witt our recommendations. H owe\er, itexpressed concem aboutt e
accuracy oftte mettodwe used to cakubkt te amountofintrestt atsh oull be
creditd o e chillren 3 accounts. Therefore, SSA stated t atitwilldettmine a
m ore appropriat me t od be fore adusing DCFS on t e distribution oft e inkrest

(See Appendix A fortte fu llEXtOofFSSA 3 comment.)

O IG RESPONSE

We agree. Before DCFS can creditintrstto te ciillen3 funds, a more
accuratt met od to cakubt t atintrestis needed. Ourcakubktonwas simpl
anestmat o ilstat te amountofintrestearned during a 1-year period.
Therefore, we chose te expedientmet od ofusing mont ¥ baknces in te

co lcti\e account
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A more appropriatt met od is for DCFS to base its caku ktions on actua ldai
babnces ineach cill 3 accountand te rats earned on t e County 3
inestments. Such a cakuhktion woull provde t e actuallam ountofinterestte
County earned on te chillren ¥ money.

Dauvd C. Willhm s
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MAJOR CONTRBUTORS TO TH IS REPORT

O ffice oft e hspector General

F. Willm Femandez, Director

Jack H . Trude RDeputy Director

Jmmie R. { arris, Acting Deputy Dire ctor
Joseph J. Brew s€r, Senior Auditor

M. Leigh Andrews, Auditor

For additiona Blcopies oft is report, plase contactt e Oflice oftte hspector
GeneralB Pub kk Affairs Speciabtat(410)966-9135. Referto Common
de ntification Num ber A-09 -9 6-51002.
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